INNOVATION PERFORMANCE IN EUROPEAN UNION by Irina Gabriela Radulescu
Journal of Applied Economic Sciences Journal of Applied Economic Sciences Journal of Applied Economic Sciences Journal of Applied Economic Sciences            
Issue2/Volume I/ /Spring 2008 Issue2/Volume I/ /Spring 2008 Issue2/Volume I/ /Spring 2008 Issue2/Volume I/ /Spring 2008      
      
  1 
 
INNOVATION PERFORMANCE IN EUROPEAN UNION 
 
Irina Gabriela Rădulescu 




The enlargement of the European Union calls for specific action to be taken. People in the candidate countries have 
often had to display a capacity for entrepreneurship in adapting to the transformation of their economies. Innovation helps 
companies conquer new markets or stave off competition. It comes in many different forms, ranging from an invention 
arising from R&D to efforts to adapt production procedures, tap new markets, use new organisational approaches or 
create new marketing concepts.  
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1.  Introduction 
Innovation consists of the successful production, assimilation and exploitation of novelty in the economic 
and social spheres. The most common definition is one made by OECD (Frascati Textbook, 1981): “innovation 
represents the global process of technological and commercial creativity, the assignement of new idea or new 
concepts till the final stage of a new product, process or activity accepted by the market”. 
Innovation helps companies conquer new markets or stave off competition. It comes in many different 
forms, ranging from an invention arising from R&D to efforts to adapt production procedures, tap new markets, 
use new organisational approaches or create new marketing concepts.  
The race to innovate can be just as important as price competition. Companies do therefore need to play 
an active role in this field, particularly in embracing the results of research and helping to raise competitiveness 
in the European Union. 
At a policy level, the diversity of innovation causes difficulties in understanding the process as a whole. 
Initially, a research based linear approach was adopted, although a systematic approach which includes all the 
factors involved in innovation is more appropriate. The systemic model needs to be developed in order to gain 
an understanding not just of technological innovation, but of other forms of innovation as well. The European 
Union must therefore deepen its knowledge of this process in order to develop an effective policy.  
Innovation can take different forms in the ecolution of a company. Frăsineanu and Băloiu (2004) discover 
four  types  of  it:  product  innovation,  process  innovation,  the  entry  on  a  new  market  and  the  company 
reorganization in order to be more competitive. 
The product innovation is the most frequent form and involves four types of manifestation: principal 
innovation, discovery of commercial niches, current innovation and revolutionary innovation. 
The process innovation refers to the internal aspects of company and leads to the improvement of its 
performance. By creating  a new market is identified a real neeed which is not observed by the consummer. 
There is no perfect relation between what a company tries to offer and what consumer is expecting. This is the 
reason why firms must look for new ideas and needs which are not yet satisfied and must put forward its 
products  on  other  markets.  The  company  reorganization  is  made  to  cope  with  demand  changes  or  with 
competing firms.  
 
2.  Innovation performance in european union 
Innovation is about change and the ability to manage change over time. Innovation can be about the 
successful exploitation of new ideas in the form of a new or improved product or service but it can also be about 
the way in which a product or a service is delivered. Boosting innovation is at the core of the Lisbon Strategy 
since it is a key determinant of the ability of an enterprise, sector or country to remain competitive.  
At European level, coordination activity has been carried out mainly in the area of research framework 
programmes in order to improve the links between research and innovation. It will also be necessary to build up 
the "innovation" aspect in other areas. The five priorities identified by the Commission in its Communication on 
innovation in a knowledge driven economy are still valid, but more effort should be put into promoting them. A 
framework will be set up for coordinated action. The Member States must develop and strengthen their national 
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At  European  level,  the  systemic  approach  should  be  strengthened  by  setting  up  a  Competitiveness 
Council embracing activities relating to the internal market, research and industry. Within the Commission 
itself, the Commissioners have stepped up their cooperation to promote innovation. In addition, whilst still 
leaving room for Member State action, the European Union should look to derive the maximum possible benefit 
from the European dimension to innovation. The European Union identifies five innovation indicators to better 
capture  the  various  aspects  of  the  innovation  process.  The  importance  of  these  indicators  reflect  in  many 
respects the political focus on boosting the intensity of innovation enterprises and the increasing emphasis given 
to the availability of trained people and developing and maintaining skills of employees with respect to new 
technologies and organisational methods. 
A single indicator, no matter how important, is insufficient for building a policy framework: 
￿ Innovation drivers measure the structural conditions required for innovation potential; 
￿ Knowledge creation measures the investments in R&D activities; 
￿ Innovation&entrepreneurship measures the efforts towards innovation at the firm level; 
￿ Application measures the performance expressed in terms of labour and business activities and their 
value added in innovative sectors; 
￿ Intellectual property measures the achieved results in terms of successful know how. 
Knowledge creation is a main challenge for a majority of countries. There is a generalized commitment to 
raise public R&D investment levels. On the enterprise side, there is also a new or renewed interest in fiscal 
incentives visible in 10 out of 19 countries facing the challenge of raising R&D intensity. 
Table 1: Knowledge creation trend leaders 
 
  EU25  EU15  European leaders  US  JP 
Public  R&D 
expenditures 
2.2  2.0  LU(24.0)  CY(16.2)  HU(14.0)  11.9  2.3 
Business  R&D 
expenditures 
1.3  1.4  CY(26.5)  EE(22.5)  AT(12.1)   2.1  10.8 
University  R&D 
expenditures 
financed  by 
business sector 
0.6  0.9  HU(41,5)  PT(23.5)  CY(23.3)   12.9  6.8 
Source:  European  Commission,  European  Innovation  Progress  Report  2006,  Luxembourg:  Office  for  Official 
Publications of the European Communities, 2006 
 
There is a lot of effort in the field of innovation and entrepreneurship to boost access to seed capital for 
innovative  enterprises,  but  there  is  also  a  less  visible  focus  to  tackle  weaknesses  on  non technological 
innovation. 
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The application of knowledge leads to a common thread running across a number of the countries and 
refers  to  to  boost  of  innovation  in  service  as  well  as  manufacturing  industry.  The  countries  which  have 
identified  specific  challenges  relating  to  this  group  tend  to  do  so  with  respect  to  insufficient  levels  of 
employment in high tech sectors or relatively low shares of high tech exports. 
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Figure 2: Application of knowledge performance 
Source: www.europa.eu.int 
 
Innovation is a non linear process. Incorporating innovation into the EU's different policies would help 
strengthen companies, which are at the core of the innovation process. Staff trained in entrepreneurship would 
be  better  equipped  to  grasp  the  opportunities  offered  by  the  market.  Successful  cooperation  with  other 
companies and the public authorities calls for the creation of "clusters", which are geographic concentrations of 
complementary, interdependent yet competing enterprises. Market conditions and consumer demand also play 
an important role. Some parameters, such as competition, capital injection, a light regulatory environment, and 
the  existence  of  a  skilled  and  mobile  labour  force  are  also  necessary  for  the  development  of  innovative 
processes. These multiple dimensions make the implementation of innovation policy a delicate matter. The 
Community, national and regional authorities therefore need to approach the matter with the utmost flexibility.  
The European Union will have to catch up on its main competitors, help the new Member States remedy 
their shortcomings, develop the necessary skills and profit from its economic and social setting.  
Despite some promising results revealed by the 2001 and 2002 innovation scoreboards, the European 
Union still lags far behind the USA and Japan. Nonetheless, some Member States have made better progress 
than others, which enables other Member States to proceed at a faster rate thanks to the open coordination 
method. An estimate can be made for those countries either catching up or losing momentum on how many 
years it would take to either catch up or decline to the EU25 average level of performance. None of the catching 
up countries is expected to be at the EU25 average by 2010. At best, Hungary, Slovenia and Italy will reach the 
EU25 average under the current conditions by 2015, and for Malta, Slovakia and Poland the process will take 
more than 50 years. France or United Kingdom show an average value of the summary index above the EU 
average, but might regress within the next 5 to 10 years (see figure 3). These facts should raise the questions on 
which dimensions of the innovation policy have to be better addressed in these countries. It would take more 
than 50 years for the EU25 to reach the US levels of innovation performance. The innovation gap between the 
EU25 and US is explained mostly by ICT expenditures and population with tertiary education, and the gap 
between EU25 and Japan is explained by triad patents and again by population with tertiary education. 
The enlargement of the European Union calls for specific action to be taken. People in the candidate 
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economies.  Although  the  problems  encountered in  these  countries and  in the  EU Member States  are often 
identical, particular attention will nonetheless need to be paid to building up, adapting and installing appropriate 
financial  procedures.  Efforts  should  be  made  at  national  and  Community  level  to  upgrade  knowledge  on 
innovation, mainly through improving the statistical tools. 
 
years to catch up













Figure 3  Innovation performance in Europe 
Source: www.europa.eu.int 
3.  Conclusion 
New ideas on strengthening the innovation process should be investigated. The first aim is to improve the 
business environment by stepping up interaction with other policies such as those in the fields of competition, 
the internal market, regional policy, taxation measures, education and vocational training, the environment, 
standardisation or the Community patent. Innovation will only progress if the market is receptive to it. In this 
case,  it  is  possible  to  study  the  reaction  of  consumers  in  lead markets  who, by their  very  nature, may be 
particularly receptive in the EU. This procedure will also help European companies establish themselves in the 
world market. The public sector in the EU is both a source and user of innovation even if obstacles do still 
remain. Efforts should therefore continue in this area, particularly through the use of e government methods.  
Innovative processes are often designed at regional level, and efforts should be made to avoid isolated 
approaches whilst stepping up the creation of clusters and centres of learning. The Commission will support the 
efforts of the regional authorities and European networks. Whilst the effects of Europe's innovation gap vis à 
vis the US has not yet been felt, it is important for the EU to develop an innovation policy. The Member States 
and the Commission shall therefore develop a framework for action which contains priorities and objectives. 
The Member States should strengthen their national innovation strategies, send the Commission information on 
innovation and participate more actively in the mutual learning process. It will establish a platform for the 
exchange of information in the candidate countries and extend the innovation scoreboard to include them. It will 
draw up a report on innovation policy at national and Community level and contribute to promoting innovation 
in the public sector. The Commission and the Member States will set up a coordination procedure, and will 
intensify mutual learning and cooperation to develop innovation in the EU. 
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